AUDITOR’S REPORT OF THE AUDITOR-GENERAL TO THE NORTHERN CAPE 
PROVINCIAL LEGISLATURE AND THE COUNCIL ON DIKGATLONG MUNICIPALITY 


REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . i was engaged to audit the accompanying financial statements of the Dikgatlong 
Municipality, which comprise the statement of financial position as at 30 June 201 0, 
the statement of financial performance, statement of changes in net assets and cash 
flow statement for the year then ended, and a summary of significant accounting 
policies and other explanatory information, as set out on pages ... to . . 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with the South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP) and in the manner required 
by the Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) 
(M FMA) and the Division of Revenue Act of South Africa, 2009 (Act No. 1 2 of 2009) 
(DoRA). This responsibility includes designing, implementing and maintaining internal 
control relevant to the preparation and fair presentation of financial statements that are 
free from material misstatement, whether due to fraud or error; selecting and applying 
appropriate accounting policies; and making accounting estimates that are reasonable 
in the circumstances. 

Auditor-General’s responsibility 

3. As required by section 1 88 of the Constitution of South Africa, 1 996 (Act No. 1 08 of 
1 996), section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) 
(PAA) and section 126(3) of the MFMA, my responsibility is to express an opinion on 
the financial statements based on conducting the audit in accordance with the 
International Standards on Auditing and General Notice 1570 of 2009 issued in 
Government Gazette 32758 of 27 November 2009. Because of the matters described 
in the basis for disclaimer of opinion paragraphs, however. I was not able to obtain 
sufficient appropriate audit evidence to provide a basis for an audit opinion. 

Basis for disclaimer of opinion 

Cash and cash equivalents 

4. Cash and cash equivalents were disclosed as an overdraft of R7 486 564 (30 June 
2009: R4 456 681) in note 10 to the financial statements. Bank reconciliations were not 
performed. I could not obtain sufficient appropriate audit evidence for journals 
amounting to R440 753 773 which were processed In the accounting records. A new 
bank account was included in the cash and cash equivalents note, but this balance 
could not be confirmed with the bank and no evidence to support the existence of this 
account could be obtained. The account had an overdraft balance of R3 029 883 at 
year-end. The municipality’s records did not permit the application of alternative audit 
procedures. Consequently, I was unable to perform satisfactory audit procedures to 
obtain reasonable assurance regarding the existence, valuation and allocation of and 
rights and obligations to cash and cash equivalents. I could not determine the effect of 
the above on the financial statements. 
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Cash flow statement 

5. Due to the impact of the differences noted in the cash and cash equivalents, together 
with the extensive limitation of scope placed on the audit as highlighted in the basis for 
disclaimer paragraphs, the accuracy of the cash flow statement and the notes thereto 
couid not be verified. No alternative audit procedures could be performed on the cash 
flow statement as the municipality’s records did not permit this. 

Property, plant and equipment 

6. The completeness, existence, classification and allocation of and right and obligations to 
property, plant and equipment balance, disclosed as R17 565 865 (30 June 2009: 

R6 023 81 1) in note 6 to the financial statements, couid not be confirmed. The amount in 
the financial statements, namely R17 565 865, differed by R3 592 795 from the asset 
register amount of R21 158 659. Supporting documentation could not be obtained for 
additions amounting to R1 1 542 054. These additions were not depreciated and I was 
unable to determine the effect thereof on the financial statements. Depreciation was not 
calculated on infrastructure assets. Investment property and assets held under finance 
leases. Depreciation calculated on the asset register was not accounted for in the 
accounting records. Buildings amounting to R8 685 800 were classified as land and 
therefore not depreciated. A number of assets listed In the asset register could not be 
traced to the physical asset. A number of assets on the valuation roll could not be traced 
to the asset register. The municipality’s records did not permit the application of 
alternative audit procedures. 

Leases 

7. GRAP 13 Leases prescribes the accounting treatment of leases. A number of leases 
that complied with the finance lease definition were wrongly accounted for as operating 
leases. Property, plant and equipment were understated by R193 167, finance lease 
liabilities were understated by R412 269, finance cost was understated by R366 098 and 
depreciation was understated by R80 700, while rental expense was overstated by 
R371 686 and accumulated deficit understated by R143 990. 

Intangible assets 

8. The financial statements did not disclose any Intangible assets although various 
intangible assets existed. The completeness and valuation of intangible assets could not 
be confirmed due to the lack of a system to account for such items. These items were 
not included in the asset register and appropriate sufficient audit evidence to support 
these items could not be obtained. 

Inventory 

9. Accounting policy note 6 prescribes the accounting treatment of inventory. The 
municipality did not disclose water held at year-end, prepaid electricity sold but not used, 
municipal land available for sale and unrecorded inventory utilisation as Inventory in the 
statement of financial position. An inventory count was not conducted at year-end and a 
system to account for inventory did not exist. Therefore, I was unable to determine the 
value of inventory at year-end. No alternative audit procedures could be performed on 
inventory as the municipality’s records did not permit this. 
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Trade and other receivables from exchange transactions 

10. The completeness, existence and valuation of and rights and obligations to trade and 
other receivables from exchange transactions disclosed as R53 241 942 {30 June 
2009; R51 736 562) in note 8 to the financial statements could not be confirmed. The 
municipality could not provide an age analysis reflecting the year-end receivable 
balances. 

1 1 . Due to the impact of the limitation on the receivables balance, I could not confirm the 
completeness and valuation of the provision for bad debt disclosed as R35 764 402 
(30 June 2009: R27 856 788) in note 8 to the financial statements. 

12. The municipality wrote off receivable balances amounting to R28 140 899 during the 
year under audit. Sufficient appropriate audit evidence to support this write-off could 
not be obtained. The write-off of these receivable balances was not approved by 
council. 

Other receivables from non-exchange transactions 

13. Other receivables from non-exchange transactions were disclosed as R222 383 in the 
statement of financial position. I could not obtain sufficient appropriate audit evidence 
for other receivables from non-exchange transactions. The municipality’s records did 
not permit the application of alternative audit procedures. Consequently, I was unable 
to perform satisfactory audit procedures to obtain reasonable assurance on the 
valuation, allocation and existence of and rights and obligations to other receivables 
from non-exchange transactions. 

Trade and other payables from exchange transactions 

1 4. The completeness, existence and valuation of and rights and obligations to trade and 
other payables disclosed as R50 954 351 (30 June 2009: R39 372 955) in note 4 to 
the financial statements could not be confirmed. The creditors listing amount of 

R42 765 546 differed by R5 957 303 from the financial statements amount of 
R48 722 849. Creditors with debit balances amounting to R1 119 878 were included In 
the trade and other payables balance at year-end. Supporting documentation for these 
balances could not be obtained. The municipality’s records did not permit the 
application of alternative audit procedures as no payables reconciliations were 
performed. 

1 5. The municipality did not disclose a payable for annual bonuses in the financial 
statements. A bonus schedule was not prepared and I was therefore unable to 
determine the effect of this on the financial statement. Consequently, the 
completeness and valuation of the bonus payable could not be confirmed. The 
municipality’s accounting records did not permit the application of alternative 
procedures. 

16. The South African Statement of Generally Accepted Accounting Practice, IAS 39 
prescribes the accounting treatment of payables. Payables were misstated due to 
undisclosed payables of at least R1 839 757 (30 June 2009: R670 869). A comparison 
of trade payables disclosed in note 4 to the financial statements to supplier 
confirmations Indicated a difference of R1 287 690. 

A reasonability test indicated that the VAT payable balance amounting to R1 767 468 
was overstated by R2 020 671. I could not determine the effect of this on the financial 
statements. 
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Unspent conditional grants 

17. Unspent conditional grants were disclosed as R4 040 688 in note 5 to the financial 
statements. I was unable to perform satisfactory audit procedures to obtain reasonable 
assurance on the valuation and allocation, existence, rights and obligations. I could not 
establish whether all transactions took place according to the conditions of each grant 
and whether the expenditure against the grant had been disclosed in the statement of 
financial performance. The portion that needed to be capitalised to property, plant and 
equipment or transferred to operating expenditure could also not be confirmed. 
Furthermore, a difference of R622 605 was noted between notes 5 and 24 disclosed in 
the financial statements. Although the various unspent grant balances agreed to note 5 
in total, material differences exist if unspent grant balances in the accounting records 
are compared to the financial statements. 

Provisions 

1 8. The completeness, existence and valuation of and rights and obligations to the leave 
provision disclosed as R1 101 821 (30 June 2009; R682 467) in note 2 to the financial 
statements could not be confirmed. I was unable to perform satisfactory audit procedures 
to obtain reasonable assurance as the leave management system was not maintained 
adequately. 

19. GRAP19, Provisions prescribes the accounting treatment of provisions. Provisions 
were incomplete as the municipality did not disclose the provision for restoration of the 
municipality’s landfill sites In Barkly West. Windsorton and Delportshoop. Provisions 
and expenditure were therefore understated by the estimated restoration cost of 

R2 678 746. 

Revenue 

20. The completeness, accuracy, occurrence, classification and cut-off of service charges 
amounting to R30 654 338 and property rates income amounting to R7 423 960 could 
not be confirmed. The municipality was unable to provide breakdowns for batch entries 
recorded in the general ledger. I was therefore unable to determine the completeness 
of the service income line item. Furthermore, supporting documentation for prepaid 
electricity sales amounting to R1 044 634 could not be obtained. The municipality’s 
records did not permit the application of alternative audit procedures. 

21 . GRAP 9, Revenue for exchange transactions prescribes the accounting treatment of 
revenue. A number of government grants and subsidies received were not recorded in 
the financial statements. The municipality’s recognition of grant income was also not in 
line with accounting policy note 13.3. The effect of this was that grant income was 
overstated by R1 280 732, cash and cash equivalents were understated by 

R1 1 273 833 and unspent conditional grants were understated by R1 2 554 565. Fines 
were understated by R314 133 as confirmed with the magistrate court. In addition to 
this an estimated R34 633 were not recorded as the municipality did not make an 
estimate of fines and summonses as required by accounting policy note 13.2. This 
resulted in an understatement fine income by R348 766, an understatement of cash 
and cash equivalents by R314 133 and an understatement of trade and other 
receivables by R34 633. 
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Expenditure 

22. The completeness, accuracy and occurrence of expenditure disclosed as R77 485 294 
(30 June 2009; R48 181 483) In the statement of financial performance could not be 
confirmed. Sufficient appropriate audit evidence could not be obtained for employee- 
related cost, repairs and maintenance, contracted services, general expenses, grants 
paid and journals. A number of invoices relating to bulk purchases could not be 
obtained. These invoices were not recorded in the accounting records and therefore I 
was unable to determine the value. 

23. A reconciliation of the payroll system \with the financial system indicated an 
unexplained difference of R4 050 082. The difference of R321 852 between the IRP5 
reconciliation and salary advices could also not be explained. 

24. Employee costs were overstated and receivables understated by R1 325 414. Salary 
increases in excess of the South African Local Bargaining Council-agreed percentages 
were awarded. 

25. GRAP 1, Presentation of financial statements prescribes the accounting treatment of 
expenditure. Expenditure and payables relating to bulk purchases were not accurately 
accrued for at year-end. The municipality obtained only a few bulk purchase invoices 
during the year and passed a journal at year-end to accrue for this. A payable 
reconciliation during the audit indicated that bulk purchases were overstated by 

R5 059 666, Interest expense was understated by R3 732 965, VAT was understated 
by R2 1 19 474 and trade and other payables were understated by R792 773. 

Investments 

26. The South African Statement of Generally Accepted Accounting Practice, IAS 39 
prescribes the accounting treatment of investments, disclosed as R3 367 91 1 in note 7 
to the financial statements. Changes In this balance due to additions, withdrawals and 
interest were not recorded in the accounting records, resulting in the investment being 
understated by R909 560, interest on investments being understated by R620 366 and 
cash and cash equivalents being overstated by R289 194. A short-term investment 
amounting to R1 167 212 was incorrectly classified as a long-term investment. 

Commitments 

27. The municipality did not disclose any commitments in the financial statements. A 
register of contracts was not maintained. I could not obtain any tender documentation 
from the municipality. Consequently, the completeness and valuation of commitments 
could not be confirmed. The municipality’s accounting records did not permit the 
application of alternative procedures. 

Distribution losses 

28. In terms of section 125{2d)(i) of the MFMA, a municipality should disclose distribution 
losses in the financial statements. Distribution losses were not disclosed in the 
financial statements and sufficient appropriate audit evidence could not be obtained 
from the technical department to quantify it. 
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Unauthorised expenditure 

29. The financial statements did not disclose any unauthorised expenditure. Earmarked 
funds amounting to approximately R14 503 660 were used for operational purposes. 
The municipality incurred over expenditure on the total budget of R18 080 663 due to a 
lack of proper budgetary control. The completeness and valuation of unauthorised 
expenditure could not be confirmed as the budget figures disclosed in the financial 
statements differed from those in the approved budget. The municipality’s records did 
not permit the application of alternative audit procedures. 

Irregular expenditure 

30. The financial statements did not disclose irregular expenditure. The municipality 
Incurred irregular expenditure of R2 093 163 (30 June 2009: R2 086 909) relating to 
the following: 

• The required minimum number of quotations were not obtained for transactions 
amounting to R1 009 694. 

• A signed employment contract could not be obtained for one of the senior 
managers. Payments made to this senior manager for the year amounted to 
R630 412. 

• Leave encashment to senior managers amounted to R330 206 for the year. 
Included in the amount was overtime of senior managers that was converted into 
leave and then encashed. This was not permitted in terms of section 57 of the 
MSA, read with the relevant employment contracts. 

• The mayor received allowances in excess of the upper limits set in Government 
Gazette 32833 of 21 December 2009 in relation to the Remuneration of Public 
Office-Bearers Act of South Africa, 1998 (Act No. 20 of 1998). The mayor served 
as a part-time mayor, but was remunerated as a full-time mayor. The overpayment 
amounted to R122 851. 

The completeness and valuation of irregular expenditure could not be confirmed as no 
tender documents could be obtained. The Impact of these tenders on the financial 
statements could not be quantified as these tenders were not accounted for or were 
accounted for in an incomplete way. Furthermore, the municipality operated without 
approved delegations of authority, as envisaged by section 79 of the MFMA. 
Consequently, expenditure approved by persons other than the municipal manager 
was regarded as irregular. This amount has not been quantified. 

Fruitless expenditure 

31 . The financial statements did not disclose fruitless expenditure. The municipality incurred 
fruitless expenditure of R4 473 996 relating to interest incurred on long-outstanding 
creditor accounts. 

Financial sustainability 

32. The municipality’s financial statements were prepared on the going concern basis, as 
disclosed in note 1.3 of the accounting policies. The following conditions indicated the 
existence of a material uncertainty that may cast doubt on the municipality's ability to 
continue as a going concern: 

• The municipality was technically insolvent, vwth liabilities exceeding assets by 
R28 536 754 at year-end. Current liabilities exceeded current assets by 

R44 739 963. 

* Earmarked funds amounting to approximately R14 503 660 were used for 
operational purposes. 
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• The debtor payment percentage was very low and the municipality wrote off 
debtors amounting to R28 140 899 during the year. 

® Supplier accounts were not always settled within 30 days. 

• The municipality’s bank account was in overdraft for most of the year. 

Disclaimer of opinion 

33. Because of the significance of the matters described in the basis for disciaimer of 
opinion paragraphs, I have not been able to obtain sufficient appropriate audit 
evidence to provide a basis for an audit opinion. Accordingly, I do not express an 
opinion on the financial statements. 


Additional matters 

34. I draw attention to the matter below. My opinion is not modified in respect of this 
matter: 

Material inconsistencies in other information included in the annual report 

35. I have not obtained the other Information included in the annual report and have not 
been able to identify any material inconsistencies in the financial statements. 

Unaudited supplementary information 

36. The supplementary information set out in appendices A to F does not form part of the 
financial statements and is presented as additional information. I have not audited 
these schedules and accordingly I do not express an opinion thereon. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

37. In terms of the PAA and General Notice 1570 of 2009 issued in Government 
Gazette 32758 of 27 November 2009 , 1 include below my findings on the report on 
predetermined objectives, compliance with the MFMA, DoRA, Local Government: 
Municipal Systems Act of South Africa. 2000 (Act No. 32 of 2000) (MSA) and financial 
management (internal control). 

Report on predetermined objectives 

38. I could not conduct an audit of performance against predetermined objectives, as the 
municipality did not prepare an annual performance report as required by section 46 of 
the MSA. 

Compliance with laws and regulations 

Municipal Finance Management Act 

39. The 2008-09 annual report was not tabled in council within seven months after the 
municipality’s year-end, as required by section 127(2). The annual report was tabled on 
11 February 2010. 

40. The municipality did not have an approved integrated development plan or service 
delivery and budget implementation plan for the 2009-10 financial year, as required by 
section 53(1). 

41 . The mayor did not table the municipal budget to council at least 90 days before the 
beginning of the budget year, as required by section 16(2). The budget was tabled on 
29 April 2009. 

42. The mayor did not submit a report on a quarterly basis to council on the implementation 
of the municipality's budget, as required by section 52(d). 

43. The municipal manager did not do a risk assessment for the year, as required by 
section 62(1). 
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44. The municipality did not comply with section 164(1) as advances on salaries were 
made to a number of officials during the year. 

45. The municipality’s financial statements were not submitted within two months after the 
end of the financial year, as required by section 126. The financial statements were 
submitted on 4 October 2010. 

46. The municipal manager did not submit a statement in the required format to the mayor 
and relevant provincial treasury, as required by section 71 . 

47. Creditors were not always paid within 30 days from receipt of an invoice as required by 
section 65{2)(e). 

Municipal Systems Act 

48. The municipal manager and managers directly reporting to the municipal manager did 
not sign performance agreements, as required by section 57(1). 

49. A number of councillors did not disclose their direct or indirect personal or private 
business interest, as required by section 5. 

50. The municipality's code of conduct was not communicated to officials, as required by 
section 70(1). 

Division of Revenue Act 

51 . The municipality did not report on grants received on a quarterly basis, as required by 
section 11{2)(c). 

INTERNAL CONTROL 

52. I considered internal control relevant to my audit of the financial statements and the 
report on predetermined objectives as well as compliance with the MFMA and DoRA, 
but not for the purpose of expressing an opinion on the effectiveness of internal 
control. 

53. The matters reported below are limited to the significant deficiencies regarding the 
basis for disclaimer of opinion paragraphs, the findings on the report on predetermined 
objectives and the findings on compliance with laws and regulations. 

Leadership 

54. The leadership of the municipality did not set the correct tone at the top. The mayor and 
municipal manager did not fulfil their responsibilities as evident from the various non- 
compliance issues noted in this report. The mayor was replaced in November 2009. 

The senior management did not implement a system of internal control to mitigate risks, 
which resulted in a further deterioration in the financial position of the municipality. The 
municipal manager, chief financial officer and technical manager were suspended on 7 
April 2010. 


Financial management 

55. The municipality had a shortage of skilled staff and a lack of middle management 
positions. The financial statements were prepared by a consultant. The bank 
reconciliation had not yet been performed when the financial statements were 
prepared. The financial statements were of a poor quality. The preparers were given an 
opportunity to correct the mistakes but even after this many of the basic errors were still 
evident. 

56. The municipality did not have proper record-keeping and record-management 
processes to ensure that the documentation supporting the amounts and disclosures in 
the financial statements was properly filed and easily retrievable. 
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57. The system of internal control was Inadequate and the basic financial disciplines such 
as bank, asset, creditor and debtor reconciliations were not performed. Work performed 
by junior officials was not reviewed, which resulted in numerous undetected errors. 

Performance management 

58. The municipal manager did not Implement performance management processes and 
did not delegate the function of collation of performance information to an official. 

Governance 

59. The municipality did not identify risks relating to the achievement of financial reporting 
objectives. Consequently, controls were not developed to prevent, detect and correct 
material misstatements in financial reporting objectives. 


OTHER REPORT 
Investigations 

60. The municipal manager, chief financial officer and technical manager were suspended 
on 7 April 2010. The charges against these three officials point to gross negligence and 
financial misconduct. The charges against these officials were still being investigated at 
the date of this report. 



Kimberley 
15 December 2010 



AUDITOR-GENERAL 
SOUTH AFRICA 

Auditing to build public confidence 
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